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REMARKS 

Claims 1-54 were canceled and new claims 55-70 were added. The new claims are 
believed to render moot all of the objections and rejections presented in the Final Rejection dated 
December 30, 2004. 

No new matter was entered. All of the currently pending claim limitations are fully 
supported in the present specification. 

Request for Interview Prior to Formal Action on Amendment 

Applicant requests an interview prior to formal action on this amendment. An "Applicant 
Initiated Interview Request Form" accompanies this paper. Please contact Applicant's 
undersigned representative to schedule the interview. 

Specification Amendment 

The cross-reference to related applications section was amended to clarify that the related 
provisional application is being relied upon for priority, as clearly indicated on the originally 
filed Declaration. 

Supplemental Declaration 

A Supplemental Declaration is being filed concurrently with this Amendment to correct 
an obvious typographical error regarding the application number of the related provisional 
application. The original Declaration transposed the first two digits. 

Prior Art Rejections 

Claims 1-54 were rejected under 35 USC § 102(b) and 35 USC § 103(a) as allegedly 
being anticipated or unpatentable over SEC filing of 4 December 1998 (hereafter, "the '98 SEC 
filing") in view of different combinations of The '99 SEC filing (hereafter, "the '99 SEC filing"), 
U.S. Patent No. 5,132,899 (Fox), "Helping Employees" reference and Applicant's prior art 
admissions. These rejections are believed to be moot in view of the cancelladon of claims 
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1-54. The new set of claims are believed to be patentable over these references for at least the 
reasons discussed below. 

1. The '98 SEC filing 

The '98 SEC filing discloses composing an investment fund portfolio as follows: 

a. analyzing the companies listed in the Value Line Investment Survey form; 

b. classifying each company into an industry category on the bases of primary business 
activity; 

c. ranking the industries by aggregating common stockholders' equity of all companies 
included within each industry; 

d. determining the fund's percentage investment in each industry based on the common 
stockholders' equity ranking; and 

e. selecting for investment one or more companies which have the highest common 
stockholders' equity within each industry. 

Nowhere does the '98 SEC filing disclose or suggest that the number of securities 
selected for investing fi-om a particular industry group is based on the relative industry size of the 
industry group, as recited in claim 55, clause (h). On page 17, last paragraph, of the Office 
Action dated January 2, 2004, the Examiner also recognizes this fact in stating that "the SEC 
filing does not specifically disclose. . .setting the number of securities in accordance with the 
magnitude of the industry total of the one industry group. . (emphasis in the original). 

Applicant has carefully re-reviewed all of the Examiner's rejections and cannot find any 
discussion of why the Examiner believes this feature is obvious. In fact, this feature is believed 
to be novel and unobvious in the claimed method. 

2. The '99 SEC filing is not prior art 

As argued in previous responses. Applicant believes that the '99 SEC filing is not prior 
art because it does not qualify as a "printed publication" under 35 U.S.C. § 102(b)\ To date, the 
Examiner has not accepted this argument. Assuming, arguendo, that the '99 SEC filing qualifies 

' Under 35 USC 102(b), a United States patent on an invention is barred only if any of the following events 
occur more than a year before the application is filed: 

(1) the invention is patented or described in a printed publication available anywhere in the world; 

(2) the invention is in public use in the United States; or 

(3) the invention is on sale in the United States. 
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as a "printed publication" under 35 U.S.C. § 102(b), the '99 SEC filing would still not be prior 
art because it was not published more than one year before the application was filed. 

The present application claims priority fi'om U.S. Provisional Application No. 60/181,718 
filed February 1 1 , 2000 which is less than one year after the date of the '99 SEC filing of March 
4, 1999. That is, after the alleged publication of the '99 SEC filing of March 4, 1999, Applicant 
had one year (until March 4, 2000) in which to file a patent application to avoid a statutory bar 
deadline. Applicant met this deadline by filing the provisional application on February 11, 2000 
which is almost one month before the potential statutory bar deadline. Appendix A is a time line 
that illustrates the relevant dates. 

Furthermore, the contents of the present application are fially supported by the provisional 
application, and therefore, the claims of the present application are entitled to the priority date of 
the provisional application. The following documents are presented to support this fact: 

1. Appendix B is a copy of AppUcant's provisional application. 

2. Appendix C is a text comparison of the specification of Applicant's provisional 
application and the specification of Applicant's non-provisional application. The comparison 
shows that the technical description of the invention in the provisional and the non-provisional 
applications are identical in content. The drawings in the two applications are likewise identical 
in content. 

Accordingly, Applicant is entitled to the priority date of the provisional application for 
the presently claimed invention, and therefore the '99 SEC filing is not prior art against the 
present application, even if it qualifies as a "printed publication." 

Nor is the '99 SEC filing prior art against the present application under any other sections 
of 35 U.S.C. § 102. 

3. Patentability of independent claim 55 

The prior art of record does not disclose or suggest at least the following limitations of 
claim 55: 

(h) generating, using the data processing system, a list of securities in 
which to invest the funds in an investment portfolio such that the number 
of securities selected for investing from a particular industry group is 
based on the relative industry size of the industry group 
(underlining added for emphasis) 
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As discussed above, the Examiner admits that this limitation is not present in the '98 SEC filing. 
None of the remaining previously applied prior art references make up for the deficiency in the 
'98 SEC filing. 

4. Patentability of dependent claims 

The dependent claims are believed to be allowable because they depend upon an 
allowable independent claim, and because they recite additional patentable limitations. 

Conclusion 

Insofar as the Examiner's rejections were fully addressed, the instant application is in 
condition for allowance. Issuance of a Notice of Allowability of all pending claims is therefore 
earnestly solicited. 

Respectfully submitted. 
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APPARATUS AND METHOD FOR CREATING AND MANAGING A 
FINANCIAL INSTRUMENT 

ABSTRA<;nr 

This invention builds portfolios of equity securities drawn from a large universe of 
companies sorted by industry and based on a common data element that is quantified by 
industry. The portfolio tracks the chosen data element (common shareholders equity for 
example) and creates a monthly portfolio allocation based on the percentage of an 
industry's data element relative to the universe total. Using industries to determine the 
amount of investment assigns the proper representation for the industry and when the 
investments are combined to form a poxtfolio, it determines a portfolio that is allocated 
properly for the chosen data item. 

BACKGROUND OF THE INVENTION 

Equity mutual funds of all shapes and sizes tend to have one thing in common. Greater 
than 95% of equity mutual funds are managed by an individual Portfolio Manager or 
Investment Committee and would be considered "actively" managed. The remaining 
majority of funds would be considered "passively" managed index funds. An index fund 
uses the same representative portfolio as the published index it seeks to replicate. The 
majority of equity indexes that are published are weighted by market capitalization (the 
market price of a stock times shares outstanding). Market capitalization weighted indexes 
differ only by their universe selection. By gale-keeping an index universe, committees 
responsible for an index exclude certain component equities from their sample to maintain 
a predetermined portfolio characteristic of price/earnings ratio and price to book ratio. Our 
invention^ The Industry Leaders Stmtegy Model was developed to genemte portfolios based 
on the same univei^, but using different ingredients to determine the weightings. Our 
process creates portfolios that have different portfolio statistics that are determined by the 
weighting factor and not a predetermined outcome. We developed a unique methodology 
for weighting portfolios by different fundamental inputs. 

ITiere are a small number of proprietary "model" based mutual fiinds that because of their 
secretive nature are as variegated as the actively managed funds. This invention has the 
same goal as these proprietary models (to be differentiated from actively managed funds by 
association to a discipline), yet this invention attempts to use a rigid and unique 
methodology to achieve the creation of understandably allocated portfolios. 



Summary of the Invention 

The present invention provides a unique method for the creation of portfolios of equity 
securities. The process used by this invention creates model portfolios thai are different 
because of the fundamental data used, and not by altering the selection universe. The first 
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application of this invention using common shaneholders equity data as the input was 
accepted by the Securities and Exchange Commission for the presentation of a past 
performance in a mutual fund prospectus. 

Brief Description of the Drawings 

Figure 1 illustrates how the universe of equities is determined for all applications of this 
invention. There arc common exclusions to the chosen universes that are predetermined. 
Figure 1 builds a frame broken down by industry that includes all companies to be 
aggregated by the invention. 

Figure 2 illustrates how difTerent data elements arc used to create a universe aggregation 
that generates the portfolio allocadon for a given industry. As different data elements are 
intruded into the process, different investment allocations by industry arc created. 

Figures 3-8 illustrate how an industry is rcpresented by a unique set of leaders. This 
process has 6 steps of iteration available per industry. A fixed monthly allocation is 
created for each company that represents its industry. 

Figure 9 illustrated the model mechanics in an algebraic expression. 

Figure 10 illustrates an example of this invention's portfolio for the data element of 
common shareholders equity. 

Detailed Description of the Invention, 

The following example describes an illustrative embodiment of this invention with 
common shareholders equity as a selected data element input. Each application of the 
invention (using different data element inputs) creates a different investment strategy. 

This illustmti ve embodiment produces a principal investment strategy that invests in a 
broad number of industries and companies with the highest common stockholders' equity in 
their respective industries and produces a portfolio of approximately 95 to 110 companies 
that can be systematically managed to replicate the specified investment allocations. 

Referring now to Figure 1, there is shown data that is brought into the data processing system of 
this invention. Utilizing a public, published univwse of equities, we sort the equities into their 
primary industries and prepare the system to incorporate data. Imported data can be incoiporated 
from any known source including, among others, Standaid & Poors Compustat®, The Value 
y ne Investment Survey® and Bloomberg®, For this illustrative embodiment of the data 
processing system, we have chosen to illustrate our data processing system using the Value line 
Investment Survey® ("Value Line") found in step 2. Value Line lists approximately the 1J00 of 
the largest publicly traded companies and classifies each company into an industry category, and 
is a good source to provide the contents of industries and representative companies for tlie 
previous 14 years- This estabUshed a fluid universe of equities to which we apply the data 
processing system. Step 4 sorts the industries and companies within each industry and formats 
them in a way that allows the data processing system to allow the universe to be refined. 
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To differentiate portfolios into international or domestic the invention using step 6 may 
exclude any population of equities or industries that an investment manager may choose in 
order to create a desired portfolio. Step 8 embodies an example of exclusions that are used 
for this illustration. The invention excludes from this illustrative example companies that 
arc in the following foreign industries: Canadian Banks, Canadian Energy, Foreign 
Electronics/Entertainment and Foreign Telecoomiunications. Value Line publishes some 
data on investment companies which are excluded (closed-end domestic, foreign models, 
and income funds). We exclude from the univ^se companies whose shares arc not directly 
traded in the United States (e.g,, American Depository Receipts, commonly referred to as 
"ADRs*'). Finally, the present system excludes from the universe companies included in 
Value Line as "miscellaneous** but which have not yet been assigned an Industry category 
because the invention does not assign industry categorization. TTie portfolio created firom 
steps 6 and 8 will include domestic multinational corporations, but a smaller number of 
foreign companies, which do not have the same data reporting requirements as domestic 
corporations. 

Step 10 uses the universe "update cycle** to determine how often changes are made to a given 
industry. An update cycle is the frequency to which the universe is modified by the publisher. 
Value Line changes their industry compositions every 3 months (1 quarter) and the cycle is set to 
1 quarter. Standard and Poors and Bloomberg have different update cycles so step 10 would be 
different for these universes. In establishing this example universe of stocks, the invention also 
adjusts the Industry category of "Banks" to include "Banks Midwest" so as to unify the banking 
Industry analysis. Step 12 sorts die companies into the editions (weekly updates, numbering 13) 
found in Value line which allows for an organized presentation of data from this data pmcessing 
system. Step 14 highlights the update cycle found in the universe and this illustrative example 
describes the weekly update found in Value Line's quarterly update cycle. Industries and 
companies arc included in this invention only for the periods during which they are published in 
the chosen universe by step 12. 

Figure 2 illustrates how a chosen data element is incorporated into the refined universe 
found in step 12, The invention has the ability to use any published data element for a 
public corporation. A data element is an input to which the data processing system is 
applied. Step 22 illustrates potential data elements such as market capitalization and net 
income, but is not a complete list of potential data inputs. Each data element that is 
applied to the invention produces a different investment style and therefore a different 
portfolio. Publicly available data is acquired, for example* electronically from the EDGAR 
database of the SEC for fundamental data elements like common shareholder equity, net 
income, net revenue, net earnings and total assets. A maiket data source such as 
Bloomberg is used to provide market capitalization data. The illustrative embodiment 
presented here uses common shareholders equity to produce a "Laige Capitalized Value 
Styled Portfolio." Step 24 acquires the chosen data element and imports the data into this 
data processing system. 

Step 26 totals the data element for all companies included in an industry for each month 
and step 28 totals the data elements for the selected universe. Finally, step 30 allocates an 
industry investment, which is calculated from the industry total divided by the universe 
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total as determined in step 28. This investment allocation is created on a systematic basis, 
e.g., monthly, and is denoted by variable In. 

There sue many ways to assign an investment allocation to an individual equity and create a 
unique portfolio. With the industry previously defined and a data element chosen, the 
individual investment allocation process can use one of 2 allocation options. An 
investment manager may choose to maintain a portfolio with a manageable number of 
equities (less than 200)» or he can choose to have all industry members represented by their 
prominence with leg^uti to the total industry amount (individual percent of data element 
with regard to the specific industry). The first method is illustrated in figures 3 through 8 
and the second method is illustrated in figure 1 1 . 

The sixe of the industry's investment allocation detennines how many representatives are 
used. Therefore to create a portfolio, the data processing system applies a redundant 
iteration for each included industry of the defined universe. In choosing this allocation 
method the investment manager would determine the maximum limit for the portfolio. 
Figure 3 through 8 illustmte the individual allocation limit using a value of 2.25. The 
example of 2*25% would limit an individual equity's portfolio representation to 2.25% of 
the total portfolio. By definition, the company with the largest data element for the given 
month would receive all of the industry's allocation determined by step 30. 

As shown in figure 3, the process looks to determine the size of the industry in step 40. 
When the industry's amount is below the 2.25% value, the process continues to step 44. If 
the indasiiy is larger than 2.25% then the process would skip to step 60. To determine the 
way a statistical tie would be broken, the data processing system allows for a significance 
test between the company with the largest data element and the next largest company. Step 
44 illustrates a 2% value to determine if a statistical tie would be present and if so step 48 
would split the allocation between the first 2 representatives of the industry. Step 46 would 
be used if no defined statistical tie is present, and the largest representative would be 
allocated the entire amount of the industry allocation. Step 50 takes the next industry back 
to step 40. 

Figure 4, step 60 would capture industries greater than or equal to 2,25% and less than 
4.5%. If the industry is greater than 4.5% the test in step 60 would send the process to step 
80, as more fiiUy shown in figure 5. Step 64 tests the significance of the leader by the 
previously defined 2.0%, and if there is no lie the data processing system goes to step 66 
and the leader is assigned 2.25% and the next closest company is assigned (In - 2.25%). 
Step 68 would split the total amount of the industry between the two largest companies in 
the industry if the 2% significance test is failed and a tie is determined. . Step 70 takes the 
next industry back to step 40. 

Figure 5, step 80 captures industries greater than or equal to 4.5% and less than 6.75% of 
the total portfolio allocation. If the industry is greater than 6.75% step 80 would send the 
process to step 82 and be forwarded to step 120. Step 84 tests the significance of the leader 
(F|) by the previously defined 2.0%. If there is no tie and the 2% significance test is passed, 
the data processing system goes to step 86 and the leader (F|) is assigned 2.25% and 
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forwaitied to step 88 for the 2% significance test between the second (F2) md third (F3) 
largest companies* Step 90 has the second company (F2) clearing the 2% significance test 
and gaining the 2.25% liniit Step 92 tests for Oie 2% significance test between the third 
(F3) and fourth (P4) largest companies. Step 94 captures a 2% significance test tic and 
would split the remaining amount of the industry (In - 4,5%) between (F3) and (F4) and 
forwarded to step 108 and forwarded back to step 40. Step 96 assigns 2.25% to (F3) if the 
significance test in step 92 is passed and F3 gained the remaining amount of the industry (lo 
- 4,5%). Step 98 captures a tie of the step 84 significance test, and assigns Fi and F2 
2.25%. Step 100 is a significance test with step 102 having the third leader F3 capturing 
the remaining balance of the industry - 4.5%). From step 102 the data processing 
system forwards to step 108 and to be sent back to step 40. Step 104 represents a tie 
between F3 and F4 and allocates a split of the remaining balance of the industry (I„ - 4.5%) 
and forwarded to step 108. 



Figure 6» step 120 captures industries greater than or equal to 6.75% and less than 9.0% of 
the total portfolio allocation. If the industry is greater than 9.0% step 120 would send the 
process to step 122 and be forwarded to step 160. Step 124 tests the significance of the 
leader (Fi) by the previously defined 2.0%. If there is no tie and the 2% significance test is 
passed, the data processing system goes to step 126 and the leader (FO is assigned 2.25% 
and forwarded to step 128 for the 2% significance test between the second (F2) and third 
(F3) largest companies. Step 130 has the second company (P^ clearing the 2% significance 
test and gaining the 2.25% limit and forwarded to step 132 and on to step 138. Step 134 
assigns the tie between F^ and F3 2.25%. and forwarded to step 142. Step 136 captures the 
tie between Fj and Fj and assigns a value of 2.25%, and forwards to step 138, Step 138 
tests for the 2% significance test between the third (F3) and fourth (F4) largest companies. 
Step 148 captures a 2% significance test tic and would split the remaining amount of the 
industry (In - 4.5%) between (F3) and (F4) and forwarded to step 150 and forwarded back to 
step 40. Stepl40 assigns 2.25% to (F3) if the significance test in step 138 is passed. Step 
142 is a significance test with step 144 having the fourth leader F4 being assigned the 
remaining balance of the industry (In - 6.75%). From step 144 the data processing system 
forwards to step 150 to be sent back to step 40. Step 146 represents a tie between F4 and F5 
and allocates a split of the remaining balance of the industry (lo - 6.75%) and forwarded to 
step 150. 

Figure 7, step 160 captures industries greater than or equal to 9.0% and less than 1 1.25% of 
the total portfolio allocation. If the industry is greater than 1 1.25% step 160 would send 
the process to step 162 and be forwarded to step 200. Step 164 tests the significance of the 
leader (Fi) by the previously defined 2.0%. If there is no tie and the 2% significance test is 
passed, the data processing system goes to step 166 and the leader (Fi) is assigned 2.25% 
and forwarded to step 168 for the 2% significance test between the second (F2) and third 
(F3) largest companies. Step 170 has the second company (F2) clearing the 2% significance 
test and gaining the 2.25% limit and forwarded to step 172 and on to step 178. Step 174 
assigns the tie between F2 and F3 2.25%, and forwarded to step 142. Step 136 captures the 
tie between Fj and F^ and assigns a value of 2.25% » and forwards to step 182. Step 178 
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tests for the 2% significance test between the third (F3) and fourth (F4) largest companies. 
Step 192 captures a 2% significance test tie and would assign 2.25% to both (P3) and (F4) 
and forwarded to step 194. SteplSO assigns 2.25% to (F3) if the significance lest in step 
178 is passed. Step 182 is a significance test with step 184 having the fourth leader F4 
being assigned 2.25%. From step 184 the data processing system forwards to step 186 to 
apply the significance test to F5 and Fe. Step 190 represents a tie between F5 and Fo and 
allocates a split of the remaining balance of the industry (In - 9.0%) and forwarded to step 
198. Step 188 captures a clearance of the significance test and assigns Fs the balance of the 
industry allocation (In - 9.0%), Step 198 takes the process back to step 40. 

Figure 8, step 200 captures industries greater than or equal to 1 1 »25% and less than 13.00% 
of the total portfolio allocation. If the industry is greater than 13.00% step 202 would 
assign a limit on 13% to the industry and be returned back to step 200 with In = 13.00% 
(this size limit is included in this illustrative embodiment, but may be removed for other 
applications). Step 204 tests the significance of the leader (Fj) by the. previously defined 
2,0%. If there is no tie and the 2% significance test is passed^ the data processing system 
goes to step 206 and the leader CFi) is assigned 2.25% and forwarded to step 208 for the 
2% significance test between the second (F2) and third (F3) largest companies. Step 210 
has the second company (F^) clearing the 2% significance test and gaining the 2.25% limit 
and forwarded to step 212 and on to step 218. Step 214 assigns the tie between F2 and F3 
2.25%, and forwarded to step 226. Step 216 captures the tie between F| and F2 and assigns 
a value of 2.25% to each company, and forwards to step 218. Step 218 tests for the 2% 
significance test between the ttiird (F3) and fourth (F4) largest companies. Step 222 
captures a 2% significance test tie and would assign 2.25% to both ^3) and (F4) and 
forwarded to step 224 and be forwarded to step 234. Step 220 assigns 2.25% to (F3) if the 
significance test in step 21 8 is passed Step 226 is a significance test between F4 and F5 
with step 232 having the fourth leader F4 clearing the significance test and being assigned 
2.25%. Step 228 assigns F4 and F5 2.25% and is forwarded to step 230 and on to step 238, 
Step 234 applies the significance test to F5 and F^. Step 244 represents a tie between F5 
and Fo and allocates a split of the remaining balance of the industry (1^ - 9.0%) and 
forwarded to step 246. Step 236 captures a clearance of the significance test of step 234 
and assigns F5 2.25% and forwards the process to step 238 for a significance test between 
F6 and F7. If F6 clears the significance test of step 238, it is assigned the balance of the 
industry (!„ - 1 1.25%) and sent go step 246. Step 242 allocates the step 238 significance tie 
to F6 and F7 with a split of the remaining balance (In - 11.15%). Step 198 takes the 
process back to step 40. 

Figure 9 illustrates an algorithmic example of the illustrative embodiment, with an 
algorithmic example of the industries of the embodiment found in figure 10. When the 
data processing system is run, the following results of the illustrative embodiment were 
found- 
Figure 1 1 illustrates the simple process of assigning each company of the chosen universe. 
If the more detailed portfolio is chosen by the investment manager, the data processing 
system would assign in step 300 the individual company's relative percent to the entire 
universe. Step 302 would include aU members of the defined universe, and a large 
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portfolio would be created. 

HISTORICAL PERFORMANCE OF THE INVENTION 
(ufflug the Illustrative embodiment) 

The following lable compares the actual performance of the Standard and Poor's Barra 
Value Index® ("S&P Baira Value'') and the Russell 1000 Value Index® (*Russell 1000 
Value"), with the hypothetical results of the illustrative embodiment of the invention 
(common shareholders equity) for various historical periods. Total returns of the Strategy 
Model are returns on a hypodietical portfolio whose results have been approved by the SEC 
that are included in a Prospectus for a mutual fund composed of stocks selected by the 
Strategy Model (common shareholders equity) and re-balanced monthly. 

The S&P Barra Value and the Russell 1000 Value are indexes that have no costs or 
expenses of operation^ however, its total return amounts reflect reinvestment of dividends 
for purposes of general comparison to this invention. 

Comparative Historical Total Return Performance of this Invention 

Please note that past results of this embodiment do not necessarily indicate future 
performance or earnings of the invention 



Period 



Industry Leaders S&P Batr a Russell 1000 

Strategy Model® Value Index® Value Index® 



1 year 
12/31/98-12/31/99 

3 Years 
12/31/96-12/31/99 

5 years 
12/31/94-12/31/99 

10 Years 
12/31/99-12/31/99 

13 Years 
12/31/86-12/31/99 



10.89% 



22.33% 



26.34% 



17^6% 



16.94% 



12.69% 



18.87% 



22.93% 



15.36% 



15.90% 



7,66% 



18.94% 



23.15% 



15.63% 



15.87% 
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^ idustxative Embodiment using ^ ^ 
Common Shareholders Equit7 as Data Element 
Figure 10 



Industry # 








Coiiq?any# Industry 


Company 


Allocation 


no 


Auto&Truck 


Ford Motor Company 


.015469 


I2C1 


Auto Parts Replacement 


Tenneco Automotive Inc. 


mwn 


I2C2 


Metal Fa bti eating 


Genuine Parts Co. 


.001171 


laa 


Tire & Rubber 


Goodyear Tire & Rubber Co, 


.001886 


I4C1 


Home Appliance 


Whirlpool CcMcp, 


.001170 


I5C1 


Precision Instrument 


Eastman Kodak Co, 


.003651 


16C1 


Electric Utility East 


Southern Ca 


.022500 


I6C2 


Electric Utill^ East 


Duke Energy Corp. 


.004566 


17C1 


Medical Supplies 


Johnson & Johnson 


.018336 


ISO 


Air Transport 

r 


AMR Corp/Del 


.009865 


i9a 


Trucking 6c Transport Leasing 


Hertz Corp* 


.003152 


IlOCl 


Maritime 


Alexander & Baldwin Inc. 


.000666 


IllCl 


Railroad 


Burlington Northern Santa Fe Corp. 


.012537 


I12C1 


Restaurant 


McDonald's Corp. 


.006068 


I13C1 


Industrial Services 


Autonationlnc. 


.006414 


I14C1 


Environmental 


Waste Management Inc. 


.002743 


n5Ci 


Petroleum Integrated 


Exxon Mobil Corp. 


,022500 


I15C2 


Petroleum Integrated 


Royal Dutch Petroleum Company 


.022500 


I15C3 


Petroleum Integrated 


Chevron Oirporation 


.010132 


I16C1 


Natural Gas Divei^fied 


Enron Corp, 


.010880 


I17C1 


Natural Gas Distribution 


KeySpan (Corporation 


.004107 


118C1 


Chemical Specialty 


Rohm & Haas Co. 


.007753 


n9Ci 


Aerospace/Defense 


Boeing Co. 


.013102 


I20C1 


Metal Fabricating 


Illinois Tool Works 


.003356 


121C1 


Steel General 


Nucor Corp. 


.002034 


I22C1 


Insurance - Property & Casualty 


Berkshire Hathaway Inc, 


.022500 


I22C2 


Insurance - Property & Casualty 


Allstate Corp, 


.020504 


123a 


Medical Services 


Aetna Inc. 


.016322 


J24C1 


Healthcare Information Systems 


IMS Health Tnc 


.000576 


I25C1 


Electric XJUlily Central 


Texas Utilities Co. 


.021736 


1260 


Telecommunlcatioas Service 


AT&T Corp. 


.022500 


I26C2 


Telecommimications Service 


MCI Worldcom Inc. 


.022500 


12603 


Telecommimications Service 


Bell Atlantic Corp. 


.022500 


126C4 


TeJecommtmications Service 


SBC Commtmications Inc^ 


.015489 


1270 


Telecommunications Equipment 


Lucent Technologies Inc. 


i)12174 


1280 


Drugstore 


Walgreen Co. 


.003262 


1290 


Auto Parts OEM 


Delphi Automotive Systems 


.003254 


I29C2 


Auto Parts OEM 


Magna International Inc. 


.003254 


I30C1 


Toiletries/ Cosmetics 


QUette Company 


,001933 


DIO 


Cable TV 


Comcast Corp. 


.001303 


r32Ci 


building Materials 


Masco Coxp. 


.002733 


I330 


Homebuilding 


Centex Corp. 


.002663 


I34C1 


Retail Building Supply 


Home Depot Inc. 


.005868 


I35C1 


Cement & Aggregates 


Lafarge Corp. 


.001908 


1360 


Fumiture/Home Funushings 


Leggett& Piatt Inc 


.002013 


I37C1 


Paper Forest Products 


International Paper Co. 


.015229 


I380 


Packaging & Container 


Crown Cork & Seal Co. Inc. 


,003779 


I390 


Household Products 


Procter & Gamble Co, 


.007907 


I40O 


Electrical Equipment 


General Electric Company 


-021617 


I410 


Electronics 


JDS Uniphase Corp. 


.007649 


I420 


Semiconductor 


Intel COTp. 


.022500 


I42C2 


Semiconductor 


Motorola Inc. 


.000938 


I43C1 


Semiconductor Capital Equipment 


Applied Materials Inc. 


.001977 


1440 


Computer and F^pherals 


Ihtexnatianal Business Machines Corp. 


.022500 
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Indastiy# 






Uecyy 


Company # Iitdudtiy 


Company 


Allocatiott 


I44C2 


Computer and Peiipherals 


Hewlett-Packard Co 


.012071 


I45C1 


Office Equipment it Sitpply 


Xerox Corp. 


,006040 


I50C1 


Thrift 


Fannie Mae 


.016325 


I51C1 


REIT 


Equity Residential Props TR 


.006086 


I52C1 


Insurance - Life 


AXA Fixumdal Inc. 


.010915 


I53C1 


Gold /Silver Mining 


Barzlck Gold Corp. 


.002718 


IS4C1 


Metals &: Mining 


Alcoa Inc. 


.006981 


J55C1 


Chemical - Basdc 


i:>u Pont (EJ.) de Nemours 


.007654 


T56Ct 


Drug 


Merck Sc Co., Inc. 


.022500 


156C2 


Drug 


Pfizer Inc. 


.001399 


I56C3 


Drug 


Bristol-Myers Squibb Co. 


.001399 


157C1 


Machinery 


Caterpillar Inc. 


.011627 


I58C1 


Diversified 


Tyco rnternatk>nal Ltd. 


.018692 


I59C1 


Steel (Inlegraled) 


USX-US. Sled Grou^ Inc. 


.001960 


I60a 


Water Utility 


American Water Works Inc. 


.000990 


I61C1 


Securities Brokerage 


Morgan Stanley Dean Witter & Compa 


.018694 


I62C1 


Food Processing 


IWleverN.V, 


.016838 


I63C1 


Grocery Store 


Albertson's Inc. 


.006290 


I64C1 


Food Wholesalers 


Supervalu Inc. 


.001594 


I65C1 


Beverage (Alcoholic) 


Seagram Co. Ltd. 


.006542 


I66C1 


Beverage (Soft Drinks) 


Coca-Cola Co. 


.007334 


I67C1 


Manufactured Housing / RV 


Qayton Homes Inc. 


.001019 


I68C1 


Tobacco 


Philip Morris Companies Inc. 


.007888 


I69C1 


Educational Services 


Sylvan Learning Systems Inc. 


J0Q0461 


I70C1 


Apparel 


VF Corporation 


.003100 


I71C1 


TexHle 


Springs Industries Inc. 


.001073 


I72C1 


ReUil Store 


Wal-Mart Stores Inc. 


.022500 


I72C2 


Retail Store 


Penney Q.C.) Co. 


.002143 


I73C1 


Shoe 


Nike Inc. 


,001704 


I74C1 


Retail Special Unes 


Toys R US Inc. 


.010486 


I7SC1 


Hectric Utility West 


PG&BCorp. 


.010671 


F6C1 


Recreation 


Carnival Corp. 


.006109 


177C1 


Ent^tairment 


Walt Disn^ (HIdgs) Co 


.022500 


I77C2 


Entertainment 


Viacom Inc. 


.001375 


I78C1 


Hotel/Gaming 


Park Place Entertainment Corp. 


.004802 


I79C1 


Publishing 


McGraw-Hill Companies Inc. 


.002335 


I80C1 


Newspaper 


Gannett Co. Inc. 


.005492 


isia 


Advertising 


Interpublic Group Cos. Inc. 


.001345 


382C1 


Petroleum Producting 


Burlington Resources Inc. 


.003315 


I83C1 


Oilfield Services 


SchlumbergerLtd. 


.011022 


I84C1 


Chemical Diversified 


Minnesota Mining & Mfg Co 


.007801 


I85C1 


Bank 


Bank of America Corp. 


.022500 


I85C2 


Bai^ 


Wells Fargo Company 


.022500 


I85C3 


Bank 


Chase Manhattan Corp. 


.022500 


I85C4 


Bank 


Bank One Corp. 


-016981 


18601 


Pinandal Services DLveisified 


Citigroup Inc. 


.022500 


I86C2 


Financial Services Diversiiied 


American International Group 


.022500 


I86C3 


Finandal Services Diversified 


Lows Corp, 


.005281 


I86C4 


Financial Services Diversified 


American Express Company 


.005281 


I87C1 


Computer Software Ac Services 


Microsoft Corp. 


,022500 


ia7C2 


Computer Software & Services 


Electronic Data Systems 


.002377 


I88C1 


Internet 


At Home Corp. 


.006470 
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APPENDIX C 

(Attachment to Amendment Accompanying RCE Request 

for U.S. Application No. 09/624,732) 



APPARATUS AND METHOD FOR CREATING AND MANAGING A 
FINANCIAL INSTRUMENT 

ABSTRACT OF THE INVENTION 

This invention builds portfolios of equity securities drawn from a large universe of conipanies 
sorted by industry and based on a common data element that is quantified by industry. The 
portfo l io tr a cks the chosen data e lem e nt (c om mo n s ha reh olde r s e q uity fo r ex ampl e ) and creates a 
monthly portfoli o allocation based on the percentage of an industry's data element rela t ive to the 
universe total. Using industries to detemiine the amount of investir t ent assigns the proper 
representation for the industry and when the inx^estments are combined to fonn a poitfoho, it 
determin e s a portfolio that is allocated properly for the chosen data item. 

A method is disclosed for allocating a por tfolio investment am one a po pulation of 
securities held in a n investment portfolio, wherein each security of the po pulation of securities is 
issued by a company of a plurality of companies, and each security has at least one 
correspon ding data element. The method includes the steps of assign ing each security to a 
corres ponding indust ry group, summing the industry total of each of the plurality of industry 
grou ps to provide the portfolio investment. One investment portion o f the portfolio investment is 
distributed to at least one or more of the plurality of industry groups. The investment portion of 
the corres ponding industry group is equal to a proportion of the indust ry total of the 
corresp o nding industry group to the portfolio investment. The investment portion may be 
distributed among a selected one or more of the securities of the corre s ponding industry g roup. 

Reference to Related Applications 

This ap plication is related to U.S. Provisio nal Ap plication Serial No. 60/181.718. filed 
February 11. 2000 in the name of Gerar d P. Sullivan, entitled "AP PARATUS AND METHOD 
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FOR CREATING AND MANAGING A FINANCIAL INSTRUMENr\ and inco rporated herein 
bv reference. 

BACKGROUND OF THE INVENTION 

Equity mutual funds of all shapes and sizes tend to have one thing in common. Greater 
than 95% of equity mutual funds are managed by an individual Portfolio Manager or Investment 
Committee and would be considered "actively" managed. The remaining majority of funds 
would be considered "passively" managed index funds. An index fund uses the same 
representative portfolio as the published index it seeks to replicate. The majority of equity 
indexes that are published are weighted by market capitalization (the market price of a stock 
times shares outstanding). Market capitalization weighted indexes differ only by their universe 
selection. By gate-keeping an index universe, committees responsible for an index exclude 
certain component equities from their sample to maintain a predetermined portfolio characteristic 
of price/eamings ratio and price to book ratio. Our invention, The Industry Leaders Strategy 
Model was developed to generate portfolios based on the same universe, but using different 
ingredients to determine the weightings. Our process creates portfolios that have different 
portfolio statistics that are determined by the weighting factor and not a predetermined outcome. 
We developed a unique methodology for weighting portfolios by different fundamental inputs. 

There are a small number of proprietary "model" based mutual funds that because of their 
secretive nature are as variegated as the actively managed funds. This invention has the same 
goal as these proprietary models (to be differentiated from actively managed funds by association 
to a discipline), yet this invention attempts to use a rigid and unique methodology to achieve the 
creation of understandably allocated portfolios. 

Summary of the Invention 
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■iweBtfOB-pr-evides a unique m e t h od for t l ^e^eatk^H-ef poitfoli o s- e f-^if 
The process used by this invention cr e ates model portfolios that ar e different b e cause of the 
fundamental data used, and not by alt e ring the selection universe. The first application of this 
invention using common shareholders equity data as the input was accepted by the Securities and 
ExckiHg e-€emtBi^si(^i"fer th e pr esen tatien of a pa s t p er t^^>rm-^i6e-in""a4ffl^teal"t^d^^ p^^ 

It is an obiect of this invention t o provide a method for the creation of portfolios of equity 
securities that does not req uire active management. 

It is an obj ect of this invention to provide a method of investment allocation based upon 
the data elements of the securities included within the investment portfolio. 

In accordance with these and other obiects of this invention, there is disclosed a method 
of allocating a portfolio investment among a population of securities held in an investment 
portfolio, wherein each securitv of the po pulation of securities is issued bv a companv of a 
pluralitv of com panies, and each securitv has at least one corresponding data element. The 
method includes the steps of assigning each securitv to a corresponding industry group, summing 
one of th e corresponding da ta elements of each of the sec urities assi gned to said corresponding 
industry group to pr ovide an industry to tal for th e corresponding indu stry grou p, and summing 
the indust ry total f or each of t he pluralitv of industry groups to p rovide the portfolio investment. 
Finally, a one investment portion of the portfoli o invest ment is distributed to at least one or more 
of the plurality of i ndustry groups. 

In a further aspect of this invention, at least some of the po pulation o f securities is 
updated on a periodic cycle. Further, the plurality of securities are subdivided into a plurality of 
editions, wherein each edition is updated on a cycle that i s stag gered from the cycles of the other 
editions. 

In a still further featu re of this invention, the inve stment portion of the corresponding 
industry grou p is equal to a prop ortion of the indu stry total of the cor responding industry group 



to the portfolio investment. Further, t he investment portion is distributed among a sele cted one 
or more of the securities of the corresponding in dustry group. In one embodiment of this 
invention, the investment portion is distributed to at least that securitv of the corresponding 
industry grou p that has the la rgest dat a element of the securities assigned to the corresponding 
industry group. In a further embodiment, two o r more parts of the investment portion are 
allocated to two or more of the securi ties of the corresponding industry group that have the 
largest da ta elements. 

In a still further aspec t of the invention, the part of the investment portion allocated to a 
single security is set to not exceed a predetermined amount. 

Brief Description of the Drawings 

Figure 1 illustrates how the universe of equities is determined for all applications of this 
invention. There are common exclusions to the chosen universes that are predetermined. Figure 
1 builds a frame broken down by industry that includes all companies to be aggregated by the 
invention. 

Figure 2 illustrates how different data elements are used to create a universe aggregation 
that generates the portfolio allocation for a given industry. As different data elements are 
intruded into the process, different investment allocations by industry are created. 

Figures 3--8 illustrate how an industry is represented by a unique set of leaders. This 
process has 6 steps of iteration available per industry. A fixed monthly allocation is created for 
each company that represents its industry. 

Figure 9 illu s tra t ed illustrates the model mechanics in an algebraic expression. 



4 



Figure 10 illustrates an example of this invention's portfolio for the data element of 
common shareholders equity. 

Detailed Description of the Invention 

The following example describes an illustrative embodiment of this invention with 
common shareholders equity as a selected data element input. Each application of the invention 
(using different data element inputs) creates a different investment strategy. 

This illustrative embodiment produces a principal investment strategy that invests in a 
broad number of industries and companies with the highest common stockholders' equity in their 
respective industries and produces a portfolio of approximately 95 to 110 companies that can be 
systematically managed to replicate the specified investment allocations. 

Referring now to Figure 1 , there is shown data that is brought into the data processing 
system of this invention. Utilizing a public, published universe of equities, we sort the equities 
into their primary industries and prepare the system to incorporate data. Imported data can be 
incorporated from any known source including, among others, Standard & Poors Compustat®, 
The Value Line Investment Survey® and Bloomberg®. For this illustrative embodiment of the 
data processing system, we have chosen to illustrate our data processing system using the Value 
Line Investment Survey® ("Value Line") found in step 2. Value Lifeline lists approximately the 
1,700 of the largest publicly traded companies and classifies each company into an industry 
category, and is a good source to provide the contents of industries and representative companies 
for the previous 14 years. This established a fluid universe of equities to which we apply the 
data processing system. Step 4 sorts the industries and companies within each industry and 
formats them in a way that allows the data processing system to allow the universe to be refined. 
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To differentiate portfolios into international or domestic the invention using step 6 may 
exclude any population of equities or industries that an investment manager may choose in order 
to create a desired portfolio. Step 8 embodies an example of exclusions that are used for this 
illustration. The invention excludes from this illustrative example companies that are in the 
following foreign industries: Canadian Banks, Canadian Energy, Foreign Electronics/ 
Entertainment and Foreign Telecommunications. Value Line publishes some data on investment 
companies which are excluded (closed-end domestic, foreign models, and income funds). We 
exclude from the universe companies whose shares are not directly traded in the United States 
(e.g., American Depository Receipts, commonly referred to as "ADRs"). Finally, the present 
system excludes from the universe companies included in Value Line as "miscellaneous" but 
which have not yet been assigned an Industry category because the invention does not assign 
industry categorization. The portfolio created from steps 6 and 8 will include domestic 
multinational corporations, but a smaller number of foreign companies, which do not have the 
same data reporting requirements as domestic corporations. 

Step 1 0 uses the universe "update cycle" to determine how often changes are made to a 
given industry. An update cycle is the frequency to which the universe is modified by the 
publisher. Value Line changes their industry compositions every 3 months (1 quarter) and the 
cycle is set to 1 quarter. Standard and Poors and Bloomberg have different update cycles so step 
10 would be different for these universes. In establishing this example universe of 4,stocks, the 
invention also adjusts the Industry category of "Banks" to include "Banks Midwesf so as to 
unify the banking Industry analysis. Step 12 sorts the companies into the editions (weekly 
updates, numbering 13) found in Value Line which allows for an organized presentation of data 
from this data processing system. Step 14 highlights the update cycle found in the universe and 
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this illustrative example describes the weekly update found in Value Line's quarterly update 
cycle. Industries and companies are included in this invention only for the periods during which 
they are published in the chosen universe by step 12. 

Figure 2 illustrates how a chosen data element is incorporated into the refined universe 
found in step 12. The invention has the ability to use any published data element for a public 
corporation. A data element is an input to which the data processing system is applied. Step 22 
illustrates potential data elements such as market capitalization and net income, but is not a 
complete list of potential data inputs. Each data element that is applied to the invention produces 
a different investment style and therefore a different portfolio. Publicly available data is 
acquired, for example, electronically from the EDGAR database of the SEC for fundamental data 
elements like common shareholders equity, net income, net revenue, net earnings and total 
assets. A market data source such as Bloomberg is used to provide market capitalization data. 
The illustrative embodiment presented here uses common shareholders equity to produce a 
"Large Capitalized Value Styled Portfolio." Step 24 acquires the chosen data element and 
imports the data into this data processing system. 

Step 26 totals the data element elements for all companies included in an industry for each 
month and step 28 totals the data elements for the selected universe. Finally, step 30 allocates an 
industry investment, which is calculated from the industry total divided by the universe total as 
determined in step 28. This investment allocation is created on a systematic basis, e.g., monthly, 
and is denoted by variable 

There are many ways to assign an investment allocation to an individual equity and create 
a unique portfolio. With the industry previously defined and a data element chosen, the 
individual investment allocation process can use one of 2 allocation options. An investment 
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manager may choose to maintain a portfolio with a manageable number of equities (less than 
200), or he can choose to have all industry members represented by their prominence with regard 
to the total industry amount (individual percent of data element with regard to the specific 
industry). The first method is illustrated in figures 3 through 8 and the second method is 
illustrated in figure 11. 

The size of the industry's investment allocation determines how many representatives are 
used. Therefore to create a portfolio, the data processing system applies a redundant iteration for 
each included industry of the defined universe. In choosing this allocation method^ the 
investment manager would determine the maximum limit for the portfolio. Figure 3 through 8 
illustrate the individual allocation limit using a value of 2.25. The example of 2.25% would limit 
an individual equity's portfolio representation to 2.25% of the total portfolio. By definition, the 
company with the largest data element for the given month would receive all of the industry's 
allocation determined by step 30. 

As shown in figure 3, the process looks to determine the size of the industry in step 40. 
When the industry's amount is below the 2.25% value, the process continues to step 44. If the 
industry is larger than 2.25% then the process would skip to step 60. To determine the way a 
statistical tie would be broken, the data processing system allows for a significance test between 
the company with the largest data element and the next largest company. Step 44 illustrates a 2% 
value to determine if a statistical tie would be present and if so step 48 would split the allocation 
between the first 2 representatives of the industry. Step 46 would be used if no defined statistical 
tie is present, and the largest representative would be allocated the entire amount of the industry 
allocafion. Step 50 takes the next industry back to step 40. 
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Figure 4, step 60 would capture industries greater than or equal to 2.25% and less than 
4.5%. If the industry is greater than 4.5% the test in step 60 would send the process to step 80, 
as more fully shown in figure 5. Step 64 tests the significance of the leader by the previously 
defined 2.0%, and if there is no tie the data processing system goes to step 66 and the leader is 
assigned 2.25% and the next closest company is assigned (In 2.25%). Step 68 would split the 
total amount of the industry between the two largest companies in the industry if the 2% 
significance test is failed and a tie is determined. Step 70 takes the next industry back to step 40. 

Figure 5, step 80 captures industries greater than or equal to 4.5% and less than 6.75% of 
the total portfolio allocation. If the industry is greater than 6.75%^ step 80 would send the 
process to step 82 and be forwarded to step 120. Step 84 tests the significance of the leader (Fi) 
by the previously defined 2.0%. If there is no tie and the 2% significance test is passed, the data 
processing system goes to step 86 and the leader (Fi) is assigned 2.25% and forwarded to step 88 
for the 2% significance test between the second (F2) and third (F3) largest companies. Step 90 
has the second company (F2) clearing the 2% significance test and gaining the 2.25% limit. Step 
92 tests for the 2% significance test between the third (F3) and fourth (F4) largest companies. 
Step 94 captures a 2% significance test tie and would split the remaining amount of the industry 
(In -- 4.5%) between (F3) and (F4) and forwarded to step 108 and forwarded back to step 40. Step 
96 assigns 2.25% to (F3) if the significance test in step 92 is passed and F3 gained the remaining 
amount of the industry (In -- 4.5%). Step 98 captures a tie of the step 84 significance test, and 
assigns Fi and F2 2.25%. Step 100 is a significance test with step 102 having the third leader F3 
capturing the remaining balance of the industry (In 4.5%). From step 102 the data processing 
system forwards to step 108 and to be sent back to step 40. Step 104 represents a tie between F3 
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and F4 and allocates a split of the remaining balance of the industry (In 4.5%) and forwarded to 
step 108. 

Figure 6, step 120 captures industries greater than or equal to 6.75% and less than 9.0% 
of the total portfolio allocation. If the industry is greater than 9.0%^ step 120 would send the 
process to step 122 and be forwarded to step 160. Step 124 tests the significance of the leader 
(Fi) by the previously defined 2.0%. If there is no tie and the 2% significance test is passed, the 
data processing system goes to step 126 and the leader (Fi) is assigned 2.25% and forwarded to 
step 128 for the 2% significance test between the second (F2) and third (F3) largest companies. 
Step 130 has the second company (F2) clearing the 2% significance test and gaining the 2.25% 
limit and forwarded to step 132 and on to step 138. Step 134 assigns the tie between F2 and F3 
2.25%, and forwarded to step 142. Step 136 captures the tie between Fi and F2 and assigns a 
value of 2.25%, and forwards to step 138. Step 138 tests for the 2% significance test between the 
third (F3) and fourth (F4) largest companies. Step 148 captures a 2% significance test tie and 
would split the remaining amount of the industry (In 4.5%) between (F3) and (F4) and 
forwarded to step 150 and forwarded back to step 40. Step 140 assigns 2.25%) to (F3) if the 
significance test in step 138 is passed. Step 142 is a significance test with step 144 having the 
fourth leader F4 being assigned the remaining balance of the industry (In 6.75%). From step 
144 the data processing system forwards to step 1 50 to be sent back to step 40. Step 146 
represents a tie between F4 and F5 and allocates a split of the remaining balance of the industry 
(In - 6.75%) and forwarded to step 150. 

Figure 7, step 160 captures industries greater than or equal to 9.0% and less than 11.25% 
of the total portfolio allocation. If the industry is greater than 1 1 .25%^ step 160 would send the 
process to step 162 and be forwarded to step 200. Step 164 tests the significance of the leader 
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(Fi) by the previously defined 2.0%. If there is no tie and the 2% significance test is passed, the 
data processing system goes to step 166 and the leader (Fi) is assigned 2.25% and forwarded to 
step 168 for the 2% significance test between the second (F2) and third (F3) largest companies. 
Step 170 has the second company (F2) clearing the 2% significance test and gaining the 2.25% 
limit and forwarded to step 172 and on to step 178. Step 174 assigns the tie between F2 and F3 
2.25%, and forwarded to step 142. Step 136 captures the tie between Fi and F2 and assigns a 
value of 2.25%, and forwards to step 1 82. Step 178 tests for the 2% significance test between the 
third (F3) and fourth (F4) largest companies. Step 1 92 captures a 2% significance test tie and 
would assign 2.25% to both (F3) and (F4) and forwarded to step 194. Step 180 assigns 2.25% to 
(F3) if the significance test in step 178 is passed. Step 182 is a significance test with step 184 
having the fourth leader F4 being assigned 2.25%. From step 1 84 the data processing system 
forwards to step 186 to apply the significance test to F5 and Fa. Step 190 represents a tie between 
F5 and F^^ and allocates a split of the remaining balance of the industry (!„ -- 9.0%) and 
forwarded to step 198. Step 188 captures a clearance of the significance test and assigns F5 the 
balance of the industry allocation (In -- 9.0%). Step 198 takes the process back to step 40. 

Figure 8, step 200 captures industries greater than or equal to 11.25%> and less than 
13.00% of the total portfolio allocation. If the industry is greater than 13.00%)^ step 202 would 
assign a limit on 13% to the industry and be returned back to step 200 with In 13.00% (this size 
limit is included in this illustrative embodiment, but may be removed for other applications)™^ 
Step 204 tests the significance of the leader (Fi) by the previously defined 2.0%. If there is no tie 
and the 2% significance test is passed, the data processing system goes to step 206 and the leader 
(Fi) is assigned 2.25% and forwarded to step 208 for^ the 2% significance test between the 
second (F2) and third (F3) largest companies. Step 210 has the second company (F2) clearing the 
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2% significance test and gaining the 2.25% limit and forwarded to step 212 and on to step 218. 
Step 214 assigns the tie between F2 and F3 2.25%, and forwarded to step 226. Step 216 captures 
the tie between Fi and F2 and assigns a value of 2.25% to each company, and forwards to step 
218. Step 218 tests for the 2% significance test between the third (F3) and fourth (F4) largest 
companies. Step 222 captures a 2% significance test tie and would assign 2.25% to both (F3) and 
(F4) and forwarded to step 224 and be forwarded to step 234. Step 220 assigns 2.25% to (F3) if 
the significance test in step 218 is passed. Step 226 is a significance test between F4 and F5 with 
step 232 having the fourth leader F4 clearing the significance test and being assigned 2.25%. 
Step 228 assigns F4 and F5 2.25% and is forwarded to step 230 and on to step 238. Step 234 
applies the significance test to F5 and F6. Step 244 represents a tie between F5 and F<>^ and 
allocates a split of the remaining balance of the industry (In 9.0%) and forwarded to step 246. 
Step 236 captures a clearance of the significance test of step 234 and assigns F5 2.25% and 
forwards the process to step 238 for a significance test between F6 and F7. If F6 clears the 
significance test of step 23 8, it is assigned the balance of the industry (In 11.25%) and sent go 
step 246. Step 242 allocates the step 238 significance tie to F6 and F7 with a split of the 
remaining balance (In -- 1 1 . 1 5%). Step 1 98 takes the process back to step 40. 

Figure 9 illustrates an algorithmic example of the illustrative embodiment, with an 
algorithmic example of the industries of the embodiment found in figure 10. When the data 
processing system is run, the following results of the illustrative embodiment were found. 

Figure 1 1 illustrates the simple process of assigning each company of the chosen 
universe. If the more detailed portfolio is chosen by the investment manager, the data processing 
system would assign in step 300 the individual company's relative percent to the entire universe. 
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Step 302 would include all members of the defined universe, and a large portfolio would be 
created. 

HISTORICAL PERFORMANCE OF THE INVENTION 
(using the illustrative embodiment) 

The following table compares the actual performance of the Standard and Poor's Barra 
Value Index®£D ("S&P Barra Value") and the Russell 1000 Value Index® (^IRussell 1000 
Value"), with the hypothetical results of the illustrative embodiment of the invention (conmion 
shareholders equity) for various historical periods. Total retums of the Strategy Model are 
returns on a hypothetical portfolio whose results have been approved by the SEC that are 
included in a Prospectus for a mutual fund composed of stocks selected by the Strategy Model 
(common shareholders equity) and re-balanced monthly. 

The S&P Barra Value and the Russell 1000 Value are indexes that have -no costs or 
expenses of operation, however, its total return amounts reflect reinvestment of dividends for 
purposes of general comparison to this invention. 

Comparative Historical Total Return Performance of this Invention 

Please note that past results of this embodiment do not necessarily indicate future 
performance or earnings of the invention 
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Period 



1 year 
12/31/98-12/31/99 

3 ¥eafs vears 
12/31/96-12/31/99 

5 years 
12/31/94-12/31/99 

1 0 ¥eaFs vears 
12/31/8922-12/31/99 
13 Years 
12/31/86-12/31/99 



In d us t ry Leaders 
Industry Leaders 



10.89% 



22.33% 



26.34% 



17.26% 



16.94% 



S&P Barra 
S&PBarra 



Russell 1000 



Strategy Mo de l® Value Index® 



12.69% 



18.87% 



22.93% 



15.36% 



15.90% 



Russell 1000 
Value Index® 



7.66% 



18.94% 



23.15% 



15.87% 
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PTOL-413A (09-04) 
Approved for use through 07/31/2006. OMB 0651-0031 
U.S. Patent and Trademark Office: U.S. DEPARTMENT OF COMMERCE 



Applicant Initiated Interview Request Form 



^^ication No. : € f/kSiHylSQi^ First Named Applicant: Glta/c^ S(A//lV/3t^ 
j^^miner: jAMg^^ 'Zu/i^^ Art Unit: 3 6 Status of Application: g ygftincf ai<fu 



Tentative Participants: 

(1) ClQ^k T^klov^ 



(2) G^f^a/J Sulliva 



(3)_ 

Proposed Date of Interview: fb j>e. defer MiyyeJ l Proposed Time: 

Type of Interview Requested: ^ J 

(1) [ ] Telephonic (2)]>fPersonal (3) [ ] Video Conference 

Exhibit To Be Shown or Demonstrated: [ ] YES ^NO 

If yes, provide brief description: 



. (AM/PM) 



Issues To Be Discussed 



Claims/ 
Fig. #s 



Prior 
Art 

'99 €EC-r, '/>nj 



Issues 

(Rej., Obj., etc) 

(1) ^ey 

(2) 

(3) 

(4) 

[ ] Continuation Sheet Attached 

Brie^escription of Arguments tg be Pres5;nted: 
^ 



Discussed Agreed 



Not Agreed 



[ ] 


[ ] 


[ ] 


[ ] 


[ ] 


[ ] 


[ ] 


[ ] 


[ ] 


[ ] 


[ ] 


[ ] 



lescnpnon oi Arguments tg be Fresented: I ^ yi - r-^ 



An interview was conducted on the above-identified application on . 

NOTE: This form should be completed by appHcant and submitted to the examiner in advance of the interview 
(see MPEP § 713.01). 

This application will not be delayed from issue because of applicant's failure to submit a written record of this 
interview. Therefore, applicant is advised to file a statement of the substance of this interview (37 CFR 1.133(b)) 
as soon as possible. 

Applicant/Applicant's Ripresentative Signature Examiner/SPE Signature 

Typed/Printed Name of Applicant or Representative 

35.D.i^y 

Registration Number, if applicable 

This collection of information is required by 37 CFR 1.133. Tlie information is required to obtain or retain a benefit by the public which is to file (and by the 
USPTO to process) an application. Confidentiality is governed by 35 U.S.C. 122 and 37 CFR 1.11 and 1.14. This collection is estimated to take 21 minutes to 
complete, including gathering, preparing, and submitting the completed annfication form to the USPTO. Time v/il! vary depending upon the individual case. Any 
comments on the amount of time you require to complete this form and/or suggestions for reducing this burden, should be sent to the Chief Information Officer, 
U.S. Patent and Trademark Office, U.S. Department of Commerce, P.O. Box 1450, Alexandria, VA 22313-1450. DO NOT SEND FEES OR COMPLETED FORMS 
TO THIS ADDRESS. SEND TO: Commissioner for Patents, P.O. Box 1450, Alexandria, VA 22313-1450. 

If you need assistance in completing the form, call J-SOO-PTO-PIPP and select option 2. 



I HEREBY CERTIFY THAT THIS CORRESPONDENCE IS BEING DEPOSITED WITH THE UNITED STATES POSTAL 
SERVICE AS FIRST CLASS MAIL IN AN ENVELOPE ADDRESSED TO: COMMISSIONER FOR PATENTS, P.O. BOX 
1450, ALEXANDRlA,yVA 22313-1450, ON THE DATE INDICATED BELOW. 





Date: 




MAIL STOP RCE 
PATENT 

IN THE UNITED STATES PATENT AND TRADEMARK OFFICE 



In Re Patent Application of: 
Gerald R Sullivan 

Conf. No.: 6698 

Appln. No.: 09/624,732 

Filing Date: July 25, 2000 

Title: 



Group Art Unit: 3625 
Examiner: James H. Zurita 

Attorney Docket No.: 602163-lUl 



APPARATUS AND METHOD FOR CREATING AND MANAGING A 
FINANCIAL INSTRUMENT 



STATEMENT UNDER 37 CFR §3.73(b) 



Claremont Investment Partners, L.L.C., a corporation, states that it is: 

^ the assignee of the entire right, title, and interest in the application identified above by virtue 
of either: 

^ An assignment from the inventor of the application identified above. The assignment 
was recorded in the Patent and Trademark Office at Reel 016163, Frame 0708. 

OR 

O A chain of title from the inventor(s), of the patent/application identified above, to the 
current assignee as shown below: 

1. From: To: 

The document was recorded in the Patent and Trademark Office 
at Reel Frame , a copy thereof is attached. 

2. From: To: 

The document was recorded in the Patent and Trademark Office at 
Reel Frame , a copy thereof is attached. 

3. From: ^To: 

The document was recorded in the Patent and Trademark Office at 
Reel Frame , a copy thereof is attached. 

n Additional documents in the chain of title are listed on a supplemental sheet. 
I I Copies of assignments or other documents in the chain of title are attached. 



■j The undersigned (whose title is supplied below) is empowered to sign this statement on behalf of 

the assignee. 

Respectfully submitted, 



GERALD P. SULLIVAN 



By: 



(Date) CLARK A. JABLO: 

Registration No. 35,059 




AKIN GUMP STRAUSS HAUER & FELD LLP 

One Commerce Square 

2005 Market Street, Suite 2200 

Philadelphia, PA 1 9 1 03-70 1 3 

Telephone: 215-965-1200 

Direct Dial: 215-965-1293 

Facsimile: 215-965-1210 

E-Mail: cjablon@akingump.com 
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IN THE UNITED STATES PATENT AND TRADEMARK OFFICE 



^GENERAL REVOCATION AND POWER OF ATTORNEY TO PROSECUTE PATENT 
APPLICATIONS BE FORE THE U.S. PATENT AND TRADEMARK OFFICE 

I hereby revoke all previous powers of attorney given in the application identified in the 
attached statement under 37 CFR § 3.73(b). 

Claremont Investment Partners, L.L.C, having an address of 104 Summit Avenue, Box 
80, Summit, New Jersey 07902, by its undersigned representative, hereby appoints the registered 
attorneys and agents associated with Customer No. 000570 as its attorneys/agents with full 
power of substitution and revocation to represent Claremont Investment Partners, L.L.C. before 
the U.S. Patent and Trademark Office ("USPTO") in connection with any and all patent 
applications assigned only to Claremont Investment Partners, L.L.C. according to the USPTO 
assignment records or assignment documents attached to this form in accordance with 37 CFR 
3.73(b). 

The undersigned states that he is authorized and empowered to sign this document on 
behalf of Claremont Investment Partners, L.L.C. 

Please address all correspondence to Customer No. 000570, namely, AKIN GUMP 
STRAUSS HAUER & FELD LLP, One Commerce Square, 2005 Market Street, Suite 2200, 
Philadelphia, PA 19103. Please direct all communications and telephone calls to Clark A. Jablon 
at (215) 965-1293 (telephone) or (215) 965-1210 (facsimile). 




Respectfully submitted, 




Date 



Gerald P. Sullivan 



Typed or Printed Name 



President and Chief Investment Officer 



Title 
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SUPPLEMENTAL DECLARATION 
(ORIGINAL APPLICATION) 



As a below named inventor, I hereby declare that: 

My residence, post office address and citizenship are a$ stated below next to my name. 

1 believe I am the original, first and sole inventor (ironly one name is listed below) or an 
original, first and joint inventor (if plural names are listed below) of the subject matter which is 
claimed, as amended by any and all amendments entered during the prosecution of the patent 
application identified herein, and for which a patent is sought on the invention entitled: 



the specification of which was filed on July 25, 2000 as Application No. 09/624,732 . 

I hereby state that I have reviewed and understand the contents of the above-identified 
specification, including the claims, as amended by any and all amendments entered during the 
prosecution of the application. 

I acknowledge the duty to disclose information which is material to patentability in 
accordance with Title 37, Code of Federal Regulations, Section 1,56* 

I hereby claim foreign priority benefits under Title 35, United States Code, Section 
1 19(a)-(d), of any foreign application(s) for patent or inventors certificate listed below and have 
also identified below any foreign application for patent or mventor^s certificate having a filing 
date before that of the application on which priority is claimed: 



APPARATUS AND METHOD FOR CREATING AND 
MANAGING A FINANCIAL INSTRUMENT 



FOREIGN PRIORITY APPLICATIONS^ 



(Number) 



none 



Priority Claimed 
M Yes 1 1 No 



(Country) 



(Day/month/year filed) 



^1 of 2- 



I hereby claim the bencfil under Title 35, United States Code §1 19(e) of any United 
States provisional patent {q}plication(s) listed below: 

PROVISIONAL PRIORITY PATENT APPLIC ATI QNfS^ 

Priority Claimed 

60/181.718 February 11.2000 |XJ Yes [ ) No 

(Application No.) (Filing Date) 

I hereby declare that all statements made herein of my own knowledge are true and that 
all statements made on information and belief are believed to be true; and further that these 
statements were made with the knowledge that willful false statements and the like so made are 
punishable by fine or imprisonment, or both, under Section 1001 of Title 18 of the United States 
Code and that such willfiil false statements may jeopardize the validity of the application or any 
patent issuing thereon. 

Full name of first or 



sole inventor Gerald P. Sullivan 



Inventor^s Signature ^^^i-^-^^^/l^^ 


Date ^lu^^ 




Residence 


Summit, New Jersey 


Citizenship 


United States of America 


Post Office Address 


175 Oak Ridge Avenue. Summit. New Jersey 07901 
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